The need for free trade in financial services. Speech by Christopher Tugendhat, Vice-President of the Commission of the European Communities at a bankers' luncheon. Boston, 29 April 1982 by Tugendhat, Christopher.
EMBARGO:  NOT  FOR  USE  BEFORE  18.00  BRUSSELS  TIMEJ  29  APRIL  1982 
SPEECH  BY  CHRISTOPHER  TUGENDHATl  VICE•PRESIPENT  • 
OF  THE  COMMISSION  OF  THE  EUROPEAN  COMMUNITIESJ 
AT  A  BANKERS'  LUNCHEON  IN  BOSTON.  MASSACHUSETTSJ~ 
29  APRIL  1982. 
, 
'!iltfo22 
'-j'i  11/  f2 
... 
THE  NEED  FOR  FREE  TRADE  IN  FINANCIAL  SERVICES  Yf!~  ~ 
.  E!!i? 
The  prosperitY  and  peace  enJoyed  by  the  West 
in  the  post-war  years  has  in  large  part  been  built 
on  a liberal  system  of  international  trade.  Today 
that  system  is  under  pressure  as  a ·result  of  economic 
recession;  protectionism  Is  making  progress.  It  is 
the  view  of  the  European  Commun(tyJ  and  1 believe 
the  view  of  the  us  GovernmentJ  that  these  national 
protectionist -pressures  should  be  resisted.  As  maJor 
trading  partners.;  ~~e  have  a common  Interest  in 
ensuring  that  this  1s  done.  · 
I wtsh  today  to  speak  about  a specific  aspect 
of  the  increasingly  important  trade  in  servlcesJ 
namely  financial  services.  There  is  In  this area  ... 
scope  not  only  for  resisting  current  protectionist 
pressuresJ  but  for  reversing  the  trend  and  creating 
I  a greater - 2 -
a greater  degree  of  open  trade.  This  would  be  in  the 
interests of  financial  tnstttuttons  here  as  well  as  tn 
Europe.  Trade  tn  services  ~enerallY has  already  been 
placed  on  the  international  agenda  bY  the  tnttiattves 
.. 
of  the  us  within  OECD  and  GATTi  Given  the  Increasing 
importance  of  services  in  the  economies  of  Industrialised 
nations~  and  the  parallel  Increase  tn  the  share  of  services 
tn  our  trade~  tt ts  sensible  that  we  should  examine  closel¥ 
recent  International  developments  tn  this  sector~ 
especiallY ·Since  It  Is  not  covered  by  extsttng  free 
trade  rules. 
In  the  1970's~  exports  of  all  services  accounted 
'  I 
for  an  average.  of  26%  of  total  exports  of  OECD  countries;  . · 
in  the  case  of  individual  countries  such  as  the  USA  or .the  !  ';···  · 
UK~  the  figure  was  even  higher~  between "35%  and  40% .. · 
•  Unfortunately~ the  Increasing  importance  Of  this  trade 
in  services  has  not  been  accompanied  bY  a dismantling 
of  national  barriers.  Indeed  tn  some  cases  new 
barriers  have  been  erected  in  an  attempt  to  protect 
national  service  industries  against  foreign 
competition. 
I  In  ·tinancialftservtces~ ', .• 
...  .  . 
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In  financial  servi.ces,  too,  we  find  this 
tendency  towards  protection.  This  is  true  not  only 
In  Industrialised countries  but  also  In  the  developing 
countries,  as  Illustrated  bY  the  activities of  the 
group  of  77  countries  within  UNCTAD.  Protective  measures 
are  facilttated  bY  the  absence  of  an  international  free 
trade  code  concerning  services  such  as  exists  for  trade 
In  goods  under  the  rules  and  principles  of  GATT  or  the 
Tokyo  Round.  A further  factor  is  that  national 
restrictions  on  trade  In  services,  and  especially 
financial  services,  are  much  more  difficult to  define 
than  In  the  case  of  the  reductton.of  customs  duties 
and  quant1tat1ve  restrictions applying  to  the  trade  of 
goods,  since  they  derive  from  a large  number  of  national 
legal  provisions  or  administrative  practices~  In  banking  . 
and  insurance,  they  consist  mainly  1n  the  restriction 
of  freedom  of  establishment  for  foreign  companies,  In 
special  requirements  regarding  the  capital  endowment 
of  such  companies,  In  obstacles  to  the  free  movement. 
.  I 
of  capital,  and  often  tn  elaborate.provtsions  allegedlY 
aiming· at  the  protection  of  the  saver  or  the  Insure~ but 
in  fact  curtailing  competition  and  thereby  'international 
trade. 
I  Let  me  ·.  attempt 
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f  Let  me  attempt  to  summarize  for  you  the 
approach  of  the  European  Community  t~financial  services~ 
and  how  we  see  this affecting  our  relations  with  other 
countries. 
'  I  i  I i 
'  An  Important  principle  of  the  Treaty  of  Rome  ·•  . 
on  which  the  European  Community· Is  based  ts  the  creation  of  : 
a European-wide  market  for  financial  services  guaranteeing 
.  .  ...... 
freedom  of  establishment~  freedom  to  provide  services 
and  free  capital  movement  between  European  countries. 
Considerable  progress  Is  being  achieved  at  present  in 
the  banking  area  In  setting  up  close  cooperation  between 
I 
supervisory  authorities of  Commuritty  Member  States~ 
and  in  formulating  a minimum  amount  of  harmonized 
regulations~ for  Instance  on  ltcenstng~ accounting 
•  and  consbltdated  supervlslon~  necessary  for  the  gradual 
creation  of  a European  banking  market.  The  alm  of  our 
"'  work  Is  not  a single  set  of  rules  on  these: matters 
but  a .comparable  approach  by  the-supervisory 
authorities.  For  Insurance  companies~ European 
legislation  has  been  Introduced  guaranteeing  free 
establishment  both  ln  life and  non-life  Insurance 
within  the  CommunitY~  and  we  have  set  up  coordinated 
rules  in  particular  for  the  financial  guarantees  of 
European  based  Insurance  companies. 
I  In  coordinating 
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In  coordinating  the  national  legislation of 
our  Member  States  In  this fleldJ  we  have  been  particularly 
careful  to  avoid  any  dtscrtmtnatlon  against  banks 
or  Insurance  companies  from  non-European  countries  .• · 
I would  like  to  stress  that  a special  provision  of 
the  Treaty  of  Rome  <Article  58)  gives  for  subsidiaries  .... , 
of  non-European  companies  which  have  been  formed  In 
"' 
accordance  with  the  law  of'one  Member·StateJ  the  right 
to  establish  branches  throughout  the  entire  Common 
Market.  I think  It  Is  fair  to  say  that  our  approach 
to  banks  and  Insurers  from  third countries  has  been 
liberal.  We  do  not  want  to  create  European  markets 
tn  banking  and  Insurance  which  turn  their  back  on  the 
.  . 
T 
rest  of  the  world.  On  the  contraryJ  we  want  them  to,enJoy 
the  benefit  of  International  competition. 
I  . 
The  us  mar.ket  ts·also relatively  open  tn  this 
II- ; 
area.  European  banks  a~d Insurance  compantes  have  not'· 
so  far  encountered  maJor  dlfftculttes  ln  setting  up 
subsldtartes~ branches  or  agencies  tn  your  country. 
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s1gn1f1cantly  bY  the  International  Banking  Act  and  the 
subsequent  Implementing  measures  which  Introduced  far-reaching~ 
.. 
reporting  requirements  which  are  particularly onerous 
for  foreign  banks  whose  branches  or  subsidiaries  are 
I  now  required 
II 
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now  required  to  report  on  the  posttton  Q,f  the  entire  i · 
group~  including  their  head  office  abroad.  These 
...  :  i 
changes  were  strongly  criticized  bY  the  European 
bankt~g communi t~ and  we  asked  for  some  ioprover~Jents 
in  them. 





market.  During  the  last four  years~  the  European  Commission  .  : 
as  well  as  the  us  government  have  tried to  convince  the 
-Japanese  to  move  towards  llberaliza.tion of  their  very 
restrictive  legal  and  administrative  practices  which 
serve  to  limit  the  scope  of  activity  for  foreign  banks 
~  ..  ~ 
and  Insurers.  I had  the  opportunity  to  start a dialogue  . 
between  Japan  and  the  European  Community  on  financial 
services  when  I visited  Japan  in  1978  and  we  have 
i  '  I  , 
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been  supported  strongly  by  European  bankers  in  Tokyo. 
Some  results  have  been  ·achieved~  but  lately  we  have  been 
disappointed  at  the  lack  of  progress.  The  European 
Commission  and  the  us  Government  continue  to  argue  that . 
Japan~  as  one  of  the·world's  foremost  trading ·countries 
should  move  towards  a modernisation  of  it's  financial 
standards  and  allow  a broader  International  exchange 
offinanctal  services.  Japanese  financial  Institutions 
for  their  part  derive  considerable  benefits  from  the 
liberal  practices  applied  tn  th1s  country  and  tn  t .  ,  I  I, 
Europe. 
' 
I  In  the  insurance - 7 -
In  the  Insurance  sector~ entry  Into  the  Japanese .. 
market  by  foreign  companies .Is  macfe  parflcularly 
difficult  by  the  fact  that  the  Japanese  supervisory 
authorities  have  created  a very  highly  regulated 
market  which  operates  against  the  Interests  of  foreign 
companies  whtch  wish  to  offer  a flexible  range  of 
services.  In  fact~  the·numbef  of  life and  non-life 
insurance  companies  working  on  the  Japanese  market 
is  very  small  compared  to  the  large  numbers  of  such 
I 
firms  operating  In  the  European  or  us  insurance  markets. 
'"  In  spite of  recent  moves  by  the  Japanese  government  to 
open  up  the  insurance  Industry  to  a certain extent  to 
foreign  competition~  the  share  of  foreign  co~panl~s,  · 
- mostly  American  - In  the  total  premium  Income  of 
that  market  has  remained  extremely  small:  0.7%  In  11 fe 
insurance  and  less  than  3%  in  the  non-life  Insurance 
sector. 
·  We  Europeans  have  been  following  with  great 
interest  the  us  initiative·  ·on-discussions  - about 
the  removal  of  barriers  to  trade  in  services.  various  . 
institutions  such  as  the  us  Chamber  of  Commerce~  the 
International  Service  Industry  Committee~ or  the 
Coalition  of  Service  Industries  which  has  been  set  up 
recentlY  bY  a number  of  well-known  American  service 
sector  undertakings~  have  done  much  to  highlight  the 
I  existing 
... 
I  j 
I  . 
I 
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existing  barriers  to  trade  In  this  field.  We  know 
from  Trade  Representative  Brock  that  the  us  Government 
is  firmly  determined  to  reduce  service  sector 
protectionism~whether multilaterallY or  bilaterally, 
In  the  OECD,  at  the  Instigation  of  the  us  Government~ 
the  Exchange  Committee  decided  In  1979  to  examine 
existing  restrictions  In  four  specific  services  sectors. 
Banking  and  insurance  are  included  among  these  prioritY 
areas~  and  I am  glad  to  be  abl-e  to  say  that  the  European 
Commission  Is  backing  this operation  fully  and  stressing 
its prioritY  to  our  Member  States. 
American  initiatives  in  ~his field call  for  a 
positive  European  reaction.  -Given  the  common  Interest 
we  have  1n  promoting  our  service  Industries  by  reducing 
International  trade  barriers  in  this  field~  it seems 
to  me  that  the  us  and  the  Commu,l1 ty  should  act  as  natural 
·' 
a  111 es  in  future  mu 1  t !latera  1  negot 1  at 1ons.  I doubt 
that  world-wide  reciprocitY  1s  a realistic  obJectlvefor 
any  such  negotiations.  Legislation  and  supervision 
of  banking  and  Insurance  activities differ  too  much 
between  the  different  industrialized countries.  But 
what  we  can  present  as  a realistic obJective  ts  abolition 
of  national  d1scr1m1natlon.  This  should  be  a common  • 
starting  point~  a minimum  obJective  to  be  accepted  by 
Industrialized  and  developing  countries  alike~  ane 
implemented  quicklY  at  any  rate  by  the  industrialized 
countries.  There  should  c·~o be  a proh1b1t1on  ag~tnst 
' 
:"  . I 
' 
'  !  t 
l. 
new  obstacles  to  international  trade  In  f1nanc1al  services~
1 
I  and  these 
'' ,.  ·-· 
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and  these  policies  should  be  examined  regularly  at 
international  level. 
Ladles  and  Gentlemen,  this  is  as  far  as  I can 
take  this topic  today.  But  I want  to  finish  by  saying 
that  there  ls  immense  scope  for  international  trade 
in · financial  services,  and  that  as  we  develop  these 
possibilities  we  shall  find- as  we  did  for 
trade  in  goods  - that  all  those  participating  derive 
..... 
advantages  either  in  the  form  of  increased  outlets 
for  their  production  or  in  reduced  costs.  To  realize 
these  gains  we  need  clear  presentation  of  the  case  for 
liberal  policies  rather  than  the national  protectionist 
measures  which  can ·present  a spurious  attractlo·n  in 
times  of  economic  recession. 
Thank  you .  .. 
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